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This letter follows our recent conversations concerning your letter dated 
August 11,2003, regarding the Staffs Letter of Sufficiency and First Set of Data 
Requests for the Company (the “Data Requests”) and is supplemental to my letter 
to you of September 16,2003. 

~ 

1. An original and thirteen copies of the financial information required 
under Item (B-2) of the application and in the Data Requests of August 
11,2003 is enclosed. Please note that this financial information is the 
Forecasted Balance Sheet for the period January 1,2003 to 
December 3 1,2003, December 3 1,2004 and December 3 1,2005 of the 
parent company of Citynet Arizona, LLC, Citynet Holdings, LLC and 
demonstrates that Citynet Arizona, LLC will be financially sound and 
stable through the next three (3) years. 

If you have any questions or require any additional information, please do not 
hesitate to call Steven P. Hershey, Esquire of our firm (2 15) 85 1-842 1 or me. 
Thank you for your assistance and courtesy. 

W Legal Assistant 

MMD/ 
cc: Docket Control 

Arizona Corporation Commission 
129 W, Washington Street 
Phoenix, AZ 85007-2927 

Steven P. Hershey, Esquire 
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To the Members I .  

Citynet Holding, LLC 
Bridgeport, West Virginia 

We have cornpiled the accompanying forecasted balance sheets of Citynet Holding, LLC as of 
January through December 31, 2003 and December 31, 2004 and 2005, and the related. 
statements of forecasted income, members' equity (deficit), and cash flows for the twelve month 
ending December 31,2003 and the three years ending December 31,2003,2004, and 2005, 
and the accompanying supplemental information, which Is presented only for supplemental 
analysis purposes, In accordance wifh attestation standards established by the American 
institute of Certified Public Accountants. 

A compilation is limited to presenting in the form of forecast information that is the 
representation of management and does not lndude evaluation of the support for the 
assumptions underlying the forecast We have not examlned the forecasts and, accordingly, do 
not express an opinion or any other form of assurance on the accompanying statements or 
assumptions. Furthermore, there Wnl usually be dfferenkes between the forecasted and actual 
results, because events and circvmstances frequently do not occur as expected, and those 
differences may be material. We have no responsibility to update this report.for events and 
circumstances occurting after the date of this report. 

As discussed In Note 2, the forecast takes into account events and drmmstances that were not 
anticipated at March 24,2003, the date a previous forecast was issued for the same periods, 
and that forecast shoukl no longer be relied on. We previously compiled and, on March 24, 
2003 reported on the previoljs forecast. Our report on that forecast is withdrawn and should no 
longer be relied on for any purpose. 

Clarksburg, West Virginia 
June 2,2003 
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NOTES TO FORECASTED FINANCIAL STATEMENTS 

NOTE 1. NATURE OF PRESENTATION 

These financial forecasts present, to the best of management's knowledge and belief, 
Citynet Holding, LLC (Citynet Holding) expected financial position, results of 
operations, and cash flows for the forecasted periods. Accordingly, the forecasts 
reflect management's judgment, as of June 2, 2003, the date of these forecasts, of 
the expected conditions and its expected course of action. The assumptions 
disclosed herein are those that management believes are significant to the forecasts. 
There will usually be differences between forecasted and actual results, because 
events and circumstances frequently do not occur as expected, and those 
differences may be material. 

NOTE 2. ACQUISITIONS 

This forecast assumes that Citynet Holding will retain assets and sell services in 
each of the cities acquired from Adelphia in February 2003. 

Management of Citynet is in the process of reviewing a potential acquisition of assets 
from American Fiber Network (AFN). Management estimates that the purchase price 
of AFN will be $16,000,000 and the purchase will close in September 2003. 

NOTE 3. NATURE OF BUSINESS 

Citynet Holding was formed in December 2002. Citynet Holding is a management 
company, which wholly owns Citynet Ohio, Citynet West Virginia, Citynet 
Pennsylvania, Citynet Indiana, Citynet Illinois, Citynet Tennessee, Citynet Texas, 
Citynet Arizona, and Citynet Kentucky. Citynet owns an 80% capital interest in 
Citynet Holding, with the exception of the activities of Citynet Ohio and Citynet 
Indiana, which Citynet owns 50%. The remaining ownership of Citynet Holding is 
held by Jim Hyland. For the purpose of these forecasted financial statements, 
management assumed that Citynet's weighted average profit and loss ownership of 
Citynet Holding was 70%. 

Management is in the process of applying for a Competitive Local Exchange Carrier 
(CLEC) License so that Citynet Holding can provide voice, as well as, data services 
to customers. Citynet Holding's business plan is to provide voice and data services 
to customer as individual or bundled services. 
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NOTE 4. 

NOTE 5. 

NOTE 6, 

NOTE 7. 

NOTES TO FORECASTED FINANCIAL STATEMENTS (CONTINUED) 

TRADE ACCOUNTS RECEIVABLE 

Management estimates that on a monthly basis accounts receivables will consist of a 
month and half revcnue. Mamgement recognizes bad debt based on a direct write- 
off method; therefore, an allowance for doubtful accounts was not recorded in the 
forecasted balance sheets. Management estimates that bad debt expense will be 
2% of revenue. 

OTHER ACCOUNTS RECEIVABLE 

In 2002, management of Citynet Holding was considering acquiring another CLEC in 
Columbus, Ohio. In connection with the potential acquisition, Citynet Holding 
assisted the other company in obtaining certain network equipment. Management 
made the determination not to make the acquisition and is currently negotiating with 
the company for collection of the outstanding receivable. Management anticipates 
receiving the payment in full by August 2003. 

SHORT-TERM NOTE PAYABLE 

In February 2003, Citynet Holding purchased assets from Adelphia out of Federal 
Bankruptcy Court. The total purchase price was approximately $1 2,000,000 and 
was financed with a short-term note. Management anticipates paying the balance in 
full upon completion of a financing arrangement with a third party bank. 

CONSTRUCTION DEPOSITS 

The account consists of deposits paid to the City of Columbus for permits to build the 
fiber network. Management has made the decision that if the deposits are not 
refunded prior to August 31 , 2003, the deposits will be reclassified as part of the fiber 
network. Management anticipates that the deposits will not be refunded; therefore, a 
reclassification is reflected in August 31,2003. 
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NOTES TO FORECASTED FlNANCiAL STATEMENTS (CONTINUED) 

NOTE 8. PROPERTY AND EQUIPMENT 

The account consists of the fiber network and related operating equipment. The 
assets are deprecicted base on an accelerated method. Management estimated the 
incremental purchases that will be required to install a new customer. Currently, 
Citynet Holding has a fiber network in Columbus but is not in any of the buildings in 
Columbus. Therefore, the Citynet Holding will need to purchase equipment to 
provide service into the buildings. Citynet Holding will have to purchase equipment 
the first time they enter a building. For example, if a customer signs up for services 
and another company in the building is already receiving service from Citynet 
Holding, it will not be necessary to purchase any additional equipment. The 
equipment will be capitalized and management estimates that the costs will be 
recovered through revenue in the first twelve months of service. The estimated 
capital expenditures necessary to enter a building is approximately $20,000. 
Management anticipates entering three building a month, starting in May 2003. 

NOTE 9. OTHER ASSETS AND CONSTRUCTION ACCOUNTS PAYABLE 

When Citynet Holding purchased Gateway there were certain payables that were in 
dispute. The prior owners of Gateway believe the payables would be resolved for 
significantly less than the amount recorded. As of December 31, 2002, the entire 
balance of the accounts payable was recorded on the financial statements of Citynet 
Holding. If the payables are resolved for less then the amount accrued, the 
difference would reduce Citynet Holding's fiber network account. Therefore, the 
amount of the disputed costs were removed from the network account and recorded 
as other assets in the accompanying forecasted balance sheets. 

As part of the purchase price for Gateway, Citynet agreed to pay Jim Hyland 
$1,000,000 through a note from Citynet Holding. The value of the note is based on 
the settlement of the disputed payable as agreed to by management. If the payables 
are not resolved the amount of the note is reduced by the difference in the disputed 
amount and the amount actually paid. In January 2003, the note balance was 
decreased to $800,000. Management anticipates paying in excess of $800,000 
related to the disputed charges and therefore the note payable to Jim Hyland was 
not recorded in the accompanying forecasted balance sheets. 

NOTE 10. ACCOUNTS PAYABLE 

The account balance consists of certain monthly expenses as identified by 
management. 
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NOTES TO FORECASTED FINANCIAL STATEMENTS (CONTINUED) 

NOTE 11. ACCOUNTS PAYABLE - H-3 CONSTRUCTION 

The payables related to expense allocated from H-3 Constructions, wholly owned by 
Jim Hyland, for management servi2es. The balance was paid in January 2003 and 
subsequent to January management recorded the related expense in the trade 
accounts payable. 

NOTE 12. ACCOUNTS PAYABLE - CITYNET 

The balance represents funding provided to Citynet t Jding prior to the closing of the 
financing with a third party bank. The payable to Citynet is required to be paid prior 
to distributions to other owners. Management anticipates the balance will be paid 
upon closing of the financing arrangement with a third party. 

NOTE 13. AGENCY PAYABLE 

Management intends to use agencies to sell services, instead of an internal 
marketing department. The anticipated payment for the services is the first two 
months of new customer revenue. The forecast assumes that all new revenue is 
generated through agencies. 

NOTE 14. NOTES PAYABLE 

The account represents financing obtained from a third party. Management 
estimates that the financing will be obtained in June 2003. The proceeds from the 
financing will be used to pay Citynet for the funding provided to and investment in 
Citynet Holding. Management anticipates receiving a term note with a principal of 
$25,000,000 that accrues month interest at 6.0% per annum, and matures in 10 
years. 
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NOTES TO FORECASTED FlNANCiAL STATEMENTS (CONTINUED) 

NOTE 15. REVENUE 

Residential InterneuData - Citynet Holding will sell high speed Internet bandwidth 
services from speeds of 1 MB to *: GIG. For the purpose of the forecast 
management has assumed that Citynet Holding will sell all the bandwidth at a speed 
T I  and 10 MEG for $500 and $2,000 per month, respectively. Starting in August 
2003, management anticipates selling data services to a total of five new customers 
each month. 

Colo - Co-location space is a product that is designed for companies that are looking 
for off-site equipment storage/maintenance and connectivity and do not want to 
make the investment to build their own equipment center. The product is generally 
sold by rack at a price of $600 per month. Management projects to sell an average 
of one rack per month. Additionally, Citynet Holding has been in discussions with 
another company in which Citynet Holding will provide colo services at a rate of 
$18,000 per month. 

Voice Services - Citynet Holding’s subsidiaries are in the process of obtaining their 
CLEC license, which will allow Citynet Holding to provide phone services to clients. 
Management anticipates the receipt of the license in August 2003. Upon receipt of 
the license, Citynet Holding will provide lntergrated T I  service. This product has 24 
lines that can be used for voice and data services. This allows companies to choose 
between 1 and 24 lines that can be used for both incoming and outgoing calls. The 
remaining lines are used for Internet Access. The product sells for an average of 
$600 per month and beginning in August 2003, management anticipates selling an 
average of 50 per month per market. 

Citynet Holding will provide service to the following markets: Dallas, San Antonio, 
Austin, Phoenix, Tri-Cities of Tennessee, Chicago, Columbus, Cleveland, Toledo, 
Dayton, Indianapolis, and the state of West Virginia. 

NOTE 16. TELECOMMUNICATIONS EXPENSE 

Management’s marketing focus is to sell products that can be serviced on Citynet 
Holding’s network; therefore, limiting the costs the must be paid to third party carriers. 
The revenue generating voice customers will originate on Citynet Holding’s network 
but it is likely that the call will be terminated on another carrier‘s network. Therefore, 
Citynet Holding would have to pay a termination fee to that carrier. The FCC 
requires that carriers pay reciprocal compensation for terminating each others calls. 
Therefore, Citynet Holding will generate revenue for terminating calls made to 
Citynet Holding customers. Management believes that the revenue generated will 
exceed the costs and therefore no revenue or related costs were included in the 
accompanying forecasted statement of income. 
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NOTES TO FORECASTED FINANCIAL STATEMENTS (CONTINUED) 

NOTE 16. TELECOMMUNICATIONS EXPENSE (Continued) 

Management anticipates having to obtain capacity for the customers that will be off 
Citynet Holdkigs network. The estimated cos! is $150 per customer per month. 
Citynet Holding is in the process of negotiating two rings; an OhioNVest Virginia ring 
and an OhioAndiana. The estimated cost associated with these rings is $110,000 
per month. However, upon the completion of the AFN purchase the $1 10,000 will be 
paid to a related party. 

NOTE 17. SALARIES AND PAYROLL EXPENSE 

Management estimates that Citynet Holding will be able to operate on its current 
staffing level through July 2003. The current staff and pay levels are as follows: 

Network Engineer 
Asst Network Engineer 
Asst Network Engineer 
Splicer 
Operating Officer 
Admin Assistant 
Switch Tec 
Federal Regulation Admin 
Sales Rep 

$1 50,000 
120,000 
105,000 
66,000 
150,000 
45,000 
70,000 
70,000 

1 10,000 

In August 2003, management anticipates hiring two technicians and a general 
manager in five cities at a pay rate of $70,000 and $90,000, respectively. 
Additionally, management estimates an additional $260,000 in salaries starting in 
2004 for finance and general and administrative staff. 

NOTE 18. PROPERTY RENT EXPENSE 

Citynet Holding has three types of rental expense: co-locations, office space, and 
rent for the points of presence. Management anticipates entering into a multiple year 
lease in which the rent expense for the three will remain consistent from year to year. 

NOTE 19. AGENCY EXPENSE 

Citynet Holding has two types of marketing expense: internal and external. 
Management has estimated that the internal marketing department will incur $20,000 
per month and the expense will be consistent through 2005. Management estimates 
that the third party agencies will receive the first two months of new customer 
revenue and assumes all new sales will be agency generated. 
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NOTES TO FORECASTED FINAN~IAL STATEMENTS (CONTINUED) 

NOTE 20, OTHER OPERATING EXPENSE 

Management estimated the other operating expenses based on the current level of 
expenses with an annual increase of 2%. 

NOTE 21. SENSITIVITY ANALYSIS 

The forecasted financial statements are obviously sensitive to estimates of the 
number of customers, the charges for rent and network expense, the fact the a 
CLEC license will be obtained, the company that is purchasing the portion of the 
Adelphia asset will be able to obtain the required financing, and the outstanding debt 
as of December 31,2002 will be refinanced. 

NOTE 22. ROUNDING 

As the forecasted financial statements are computer generated, certain schedules 
may not sum to the first order digit due to internal rounding. 
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SUPPLEMENTAL INFORMATION 
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